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BOSTON’S OFFICE MARKET 
KEEPS GETTING STRONGER 


During the past year, Boston’s 
already strong office market has 
grown even stronger. The latest 
statistics show: 


m A Class A vacancy rate of 1.5%, 
down from 2.0% in June 1998. 


w Average Class A rents rising to 
$55 per sq. ft. and topping $60 per 
sq. ft. in some locations. 


w Near record low Class B vacancy 
rates, with asking rents in the $31- 
$35 range. 


= A total net absorption of 1 million 
square feet. 


Last year’s Office Market report 
noted that while these conditions 
might be good for owners, they 
posed problems for tenants wishing 
to expand, for new businesses 
wishing to locate here, and for 
Boston's continued ability to grow. 
It was estimated that Boston 
suffered from an "office gap," with 2 
million square feet of new office 
space needed immediately to relieve 
the pent up demand and 8 million 
more square feet needed by 2006. 
To begin closing that office gap, the 
BRA set a goal of adding 4 million 
square feet of new office space in 
the city by the year 2002. 


The latest figures show that 
Boston’s office gap is still real. But 
this year’s Office Market report also 
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shows that - only one year later — 
the city is on a pace to meet its 


targets for adding new office space. 
Currently, more than 8 million 
square feet of new office space is 
nearly completed, under 
construction, about to begin, or 
planned. 


The following seven projects, which 
have been completed or are well 
into construction, are adding more 
than 3 million square feet: 


m 255 State Street (220,000 sq. ft.) 
recently opened its doors, bringing 
the total existing Class A office 


space in the city to 37.8 million sq. 
Th 


# Three downtown projects together 
will add 1.8 million sq. ft. of office 
space to the market: the Lafayette 
Corporate Center, which is already 
changing the face of lower 
Washington Street; 10 St. James St., 
where foundation work is underway 
at the former Greyhound bus 
terminal site; and the World Trade 
Center East, its steel tower rising on 
the waterfront in the Seaport 
District in South Boston . 


a Three projects currently under 
construction in the neighborhoods 
will add another 1.3 million square 
feet: new construction at Brighton 
Landing; reuse of former warehouse 
space at the Landmark Center in 
the Fenway; and major renovations 
at the Renaissance Center in 
Roxbury. 


Three other projects, either just 
starting or about to start, will add 
another 1.7 million square feet: 111 
Huntington Ave., which recently 
broke ground; and 33 Arch St. and 
131 Dartmouth St., both of which 
will break ground in the next few 
months. 


Even as this report was being 
prepared, another downtown tower 
was being announced: Two Financial 
Center, a $35 million, 20 story 
building proposed for the South 
Station area. 


In all, the current office 
development pipeline has grown to 
8,029,000 square feet over the past 
year, closing the office gap projected 
in the city through the year 2006 
and guaranteeing that Boston’s 
office based economy remains 
strong. 


PROJECTED DEMAND 


Boston is fortunate to have an 
industry mix which has resulted in 
strong growth over the past two 
decades, completing the successful 
transition from a blue collar 
economy to a high level service 
economy. Its prominence in 
financial services, professional and 
business services, health care and 
education have enabled the city to 
recover swiftly from the last 
recession and will enable this 
growth to continue for the next 
decade. 


By 2006, Boston is expected to add 
over 62,500 jobs over the 1996 level 
of more than 635,000, bringing the 
total to nearly 698,000 jobs in the 
city. More than half of the job 
growth by the year 2006, or 31,600 
jobs, will be office based. 


Financial services, professional and 
business services, health care, and 
education are the foundation for 
future economic growth. 


= The concentration of securities 
jobs in Boston is nearly 13 times 
the national average, accounting 
for nearly one in every twelve jobs 
in the securities industry 
nationally. With employment in 
security firms projected to grow at 
more than double the rate of the 
national economy, Boston will add 
more than 8,000 jobs in this sector. 


= Professional and business 
services in Boston are 1.5 times 
more concentrated than the 
national average and this large 
sector comprises 16.5 percent of 


Boston’s current employment base. 


This sector is projected to grow at 
nearly two and a half times the 


Boston’s Growing Office Gap 


national average adding almost 
20,000 jobs, or 31 percent of the 
total job growth. 


= Education jobs are three times 
as concentrated and jobs in health 
services are twice as concentrated 
in Boston as they are nationally. 
These sectors are projected to grow 
at one and one half to two times the 
total economy growth rate and 
together add more than 13,000 new 
jobs, 20% of which are office jobs. 


CURRENT OFFICE SUPPLY 


Office space, particularly Class A 
space, is the infrastructure within 
which Boston’s economy operates. 
The past success of Boston’s 
economy has resulted in today’s 
precariously low office vacancy rates 
which, without appropriate action, 
threaten the city’s future growth. 


Job growth since the end of the 
recession has been strong, especially 
in professional and business 
services. Over 29,000 jobs have 
been added in these sectors since 
1992, more than recouping the 
14,000 lost in the recession. These 
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jobs combined with the 20,000 new 
jobs in the Finance, Insurance and 
Real Estate (EI.R.E.) sector to push 
vacancy rates down to near historic 
lows and create the demand for 
additional space. 


3,434,000 


220,000 


Additions to Boston Office Supply 1984 -1998 


The projected increase of 3,160 
office jobs per year translates into 
800,000 square feet of office space 
annually, just to keep up with the 
expected pace of growth. 


2 million square feet still 
needed right away 


Of the 8 million square feet of office 
space needed by 2006, 
approximately 2 million is needed 
immediately to relieve the extremely 
low vacancy rate and allow current 
tenants to expand. Even filling this 
immediate need would only cause 
the downtown vacancy rate to rise 
from today’s precariously low rate to 
one nearer 7 percent, a time-tested 
vacancy rate that guarantees a profit 
for owners, while allowing more 
flexibility for tenants. Because of 
the pent up demand and the 
addition of new jobs to Bosten’s 
office economy, however, it is now 
doubtful that this theoretical 
vacancy rate would be reached even 
with the addition of this new space. 


OFFICE MARKET TRENDS 


Boston today has 37.8 million 
square feet of Class A office space - 
the most in its history. Today’s 
peak is the culmination of a 35 year 
period during which Boston has 
added over 25 million square feet of 
office space. The new office space 
was often added sporadically, with 
periods of new space alternating 
with years where little office space 
development took place. 


In the mid to late 80s, almost 10.5 
million square feet were added. 
After 1990, Boston saw only 2.4 
million square feet added, with 
International Place Phase II in 1992 
and a completely rehabbed 28 State 
Street and 255 State Street in the 
last two years as the only major 
buildings to come on line. 


The Class A vacancy rate climbed 
above 10 percent in 1988 due to 
overbuilding and absorption rates 
slowing as a result of the recession. 
Projects underway at the start of the 
recession were completed later, 
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Boston’s Class A Vacancy Rate 1986-1998 
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driving vacancy rates to the most 
recent high of 17.1 percent in 1991. 
With the economic recovery, the 
excess space began to be absorbed, 
and with only 2.4 million square 
feet added, the vacancy rate fell to 
its current level of 1.5 percent. 


The last office peak was reached in 
1987 during which: 


= ‘Total Class A office space was 
29.4 million square feet. 


m Class A vacancy rate was 5.2%. 


= Rents were in the $35 to $40 per 
square foot range. 
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Manhattan, Downtown 


Vacancy Rates- 20 Largest Markets 
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= Net absorption of downtown 
office space was more than 2.1 
million square feet. 


= Over 4 million square feet of 
office space was under construction. 


The office market’s low point was 
reached in 1991 during which: 


m Total Class A office space was 
36.3 million square feet. 


m Class A vacancy rate was 17.1%. 


= Rents were in the $25 to $30 per 
square foot range. 


= Net absorption was negative: 
-163,000 square feet. 


Compared to other cities 


Boston’s downtown office market 
continues to be one of the strongest 
in the nation. According to CB 
Commercial, at the end of 1998, 
Boston’s downtown vacancy rate 
was the lowest among the 20 
largest markets and well below the 
national average of 8.8%. 
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BRA’s STRATEGIES TO 
CLOSE THE OFFICE GAP 


The Boston Redevelopment 
Authority is committed to 
ensuring the proper type and pace 
of growth that will allow its 
successful industry sectors to 
continue to grow and add jobs for 
residents of the city and the 
region. 


The BRA’s strategies to meet 
the demand for new office space 
include: 


m Enabling already permitted 
office developments to move 
forward quickly; 


m Establishing predictable 
timetables and processes for 
permitting new office towers to 
avoid a boom and bust cycle; and 


m Working with developers to 
fulfill their commitments to 
appropriate benefit packages for 
impacted neighborhoods. 
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8 million square feet in the ground or on the drawing boards. 


The low vacancy rates and high rents continue to spur office development. 
The following proposals, at various stages in the development process, are 
projected to add sufficient supply to meet expected demand. A total of 8 
million square feet are in the pipeline to be added to Boston’s office market. 
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Project Sq. Ft. Description/Status 
1. Lafayette:Corp. Center ....... 5O00;000l ee a tere renovation & new construction/nearing completion 
2. KOCSE, James Streets nse es 790,000: eacsen setae mane ee new tower plus renovation/under const. 
3 World Trade Center East ...... 500,000 haiads his te cretces eee re eer new tower/under const. 
4 Brighton Landing ........... 420,000: Gat ere new construction of corp. hq & research/under const. 
5. “Renaissance Genter. 224-41 200,000 4... aigiecan espera eee ae ee renovation/under const. 
6. Landmark Centeres.. «ots 600, 000" 4.6. ce ene reuse of former Sears warehouse/under const. 
7. Fareo Building gave cee AI2.0, 000 sii ctrecottcuedthota er ear renovation & upgrade/under const. 
8 111 Huntington Avenue ...... 850,000: i2. 6 Sees ae cere new tower/recent groundbreaking 
OF A335 ATCH: Street oie ee 833,000» 5. susiareta rang te seria eater new tower/Spring construction start 
10 131 Dartmouth Street ....... 350;000' 22>; secret crater. new construction/Spring construction start 
Lil Eimcaln Street vere ss 1,000,000. 36. 5 lin os wie giecennte alee, eee ee ee new tower/planned 
12 <South Station 274.4.cec0+08 T 000,000! <.4.% 24.4: a oes aaptadmterate eed ee new tower/planned 
13° World Trade Center West ~.....,. 500,000". 222.2 ea cuss ose ye nie ie eens new tower/planned 
14 Two Financial Center ........ 366,000 «0.55, 5 nie tet atae 9 keke Ealer atest ante ane new tower/planned 


Total Office Development 8,029,000 ..... in construction, about to start, or planned 


